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Following China's open-door policy since 1979,
foreign trade and investments flourish rapidly. Accounting,
which arises from and serves economic activities, also
develops rapidly in China. As more and more Hong Kong and
foreign accountants are involved in accounting work in the
People's Republic of China (PRC), the accounting principles
and practices adopted in PRC in particular those concerning
enterprises with foreign investments are subjects of both
interest and practical importance.
The writer attempted to gain a deeper insight in this
aspect by doing a comparison study between the recently
promulgated Accounting Regulations of the People's
Republic of China for Joint-Ventures Using Chinese and
Foreign Investment (the Regulations) and related
materials with International Accounting Standards (the
Standards) published up to March 1986, identifying their
similarities, differences, the special features in the
Regulations, and the areas'mentioned in the Standards
but not covered in the Regulations.
The result of the study indicates that the
accounting principles and practices adopted in the
Regulations are very similar to that in the Standards,
the only major difference being the adoption of the
.concept of actuality in PRC as compared to the concept of
prudence adopted internationally. Special features
3
applicable to accounting of PRC joint ventures were also
identified. The main reasons for these differences and
special features are that China is a socialist state and
that the accounting regulations are dictated by the tax
legislations. Broad areas covered in the Standards but
not mentioned in the Regulations mainly relate to those
not applicable to or not yet adopted by joint ventures in
PRC.
In view of the rapid economic development both in
volume and complexity in PRC in the foreseeable future, and
the efforts exerted by accountants both in PRC and
overseas, the writer concluded that as long as the concept
of being a socialist state is not violated, further
harmonisation of accounting principles and practices
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The Open-Door Po lic of the People's
Republic of China (PRC)
1979 marks the most important year in the economic
history of the People's Republic of China (PRC). Since
then, China adopted the open-door policy. China, virtually
the largest developing country in the world with rich
resources and broad but yet untapped market, has been
attracting foreign.trade and investments at an unprecedent
rate of growth.
The first two provinces that adopted special policies
and flexible measures were Guangdong and Fujian, in which
the four special economic zones namely Shenzhen, Zhuhai,
Shantou, and Xiamen were established. This was followed by
Hainan Island in 1983. At the end of 1984, 14 coastal
cities including Dalian, Quihuangdao, Tianjin, Yantai,
Qingdao, Lianyungang, Nantong, Shanghai, Ningbo, Wenzhou,
Fuzhou, Guangzhou, Zhanjiang and Beihai were open to the
outside world. Soon afterwards, Yangtse River Delta, Pearl
River Delta and Southern Fujian Delta were established as
economic development zones.
China International Economic Consultants, Inc. The
China Investment Guide 1986 (England: Longman,1985).
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Foreign trade and investments flourish in various
forms. These include the simpler forms of processing/
assembly of goods from supplied parts/ components,
compensation trade, and direct investments, to the more
complex forms of joint ventures and co-operative ventures.
The use of foreign capital involves both loans as well as
equity'investments.
Alongside the flourishing foreign trade and
investments, various laws and regulations concerning
aspects like accounting, taxation, imports and exports,
foreign exchange control etc were and are being promulgated
to cater for the economic situations not encountered by the
socialist country before.
Magnitude of China's Foreign Trade and Investments
Despite its large population, China's role in the
world economy is relatively small. Even so, the speed with
which it is moving into world markets is a striking feature
of the new economic policies. According to statistics
recently released by the Chinese Ministry of Foreign
Economic Relations and Trade (MOFERT), the total value of
imports and exports in 1985 amounted to US$59.21 billion, a
1
19 percent increase over 1984.
During the Sixth Five-year Plan period ended 1985,
total foreign capital reached approximately US$16 billion
which is about 10 percent of total fixed asset investment
of the whole PRC in the same period. Actual investments by
foreign businessmen rose by 40 percent in 1983 than in
1 Peat Marwick Mitchell & Co.,China Newsletter
February 1986, no.3.
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1982, and over 50 percent in 1984 than in 1983. The
expected increase in 1985 will again exceed 40 percent. The
cumulative total by the end of 1985 indicated that more
than 7,000 contracts were signed between Chinese firms and
foreign investors, with investments close to US$15 billion,
of which the amount already in effect exceeds US$5 billion.
Of the more than 7,000 contracts, there are about 1,900
joint ventures, over 3,400 co-operative enterprises, 100
firms solely owned and managed by foreign enterprises, 30
or more contracts on offshore oil developments, and more
than 1,500 contracts for compensation trade. The Seven
Five-year Plan beginning in 1986 calls for an average
annual growth of over 7 percent in GNP, and China will
utilize as much foreign capital as possible to expedite
1
economic construction.
Development of Accounting in China
Accounting arises from and serves economic activities.
It follows therefore the faster is the development of
China's foreign trade and investments, the greater is the
importance of accounting concerning organisations engaging
in foreign trade and investments in China.
The People's Republic of China is a socialist state.
Economy is state-planned. In conformity with its social-
economic system, a unified national accounting system has
been formulated and adopted by state-owned enterprises.
Unification is necessary to facilitate state planning and
control. The unified system has virtually been in practice
1 Gan Ziyu,The Development Situation of China's Open
Door Policy and System Reform,Joint Conference on
Investment Consideration, Guangzhou, e ruary,.
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since the founding of PRC in 1949, and was formally
confirmed in The Accounting Law of the People's Republic
of China adopted at the Ninth Session of the Standing
Committee of the Sixth National People's Congress on 21st
January, 1985. Article 6 of this law states that a state
uniform accounting system shall be formulated by the public
finance department of the State Council according to this
law, and article 2 states that state enterprises, state
non-business units, government agencies, social
organisations and armed forces shall abide by this law in
handling accounting affairs.
However, prior to 1979, in view of the limited amount
of foreign investments, accounting regulations in respect
of organisations with foreign investments were virtually
non-existent.
Accounting in China flourishes following the open-door
policy. In 1980, the Accounting Society of China was
founded. According to the Hong Kong Society of Accountants,
the registration of certified public accountants (CPAs) in
China stopped in 1952 and was restored in 1980, and there
are now 1,000 CPAs and 54 CPA firms in China, and it is
1
planned that by 1990, there will be 10,000 CPAs. Related
societies like the Taxation Society of China 中 國 稅 務 學 會
wereand the Auditing Society of China 中 國 審 計 學 會
founded in late 1984.
Accounting rules. and regulations were and are being
promulgated. The Ministry of Finance promulgated in March
1985 "The Accounting Regulations of the People's Republic
Report of the Dele ation to China, Hong Kong Society
of Accountants, July, 1985.
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of China for Joint Ventures Using Chinese and Foreign
Investment and in April 1985 "The Chart of Accounts and
Forms of Accounting Statements for the Industrial Joint
Ventures Using Chinese and Foreign Investment", after the
issue of the respective provisional regulations two years
ago. According to Yang Jiwan, the Ministry of Finance will
promulgate corresponding rules concerning the accounting
issues of the co-operative ventures and will institute
several accounting principles appropriate to the accounting
work of foreign enterprises. Furthermore, he pointed out
that all the eight largest accounting firms in the world
have all established their representative offices or sent
resident representatives in China, and the Accounting
Society of China is working on a draft of regulations on
certified public accountants and is going to establish an
institute of Chinese CPAs.
No doubt more and more accountants trained in Hong
Kong and overseas will directly work in China or indirectly
involve in the accounting work in the People's Republic of
China.
Purpose of the Research
How accounting, especially that concerning enterprises
with foreign investments, is being practised in the
People's Republic of China is a subject of both interest
and practical importance to accountants in Hong Kong and
overseas, as more and more of them are involved.
Up till the present, the only promulgated accounting
lYang Jiwan,"'Accounting Issues for Joint Ventures and
Foreign Enterprises in China," Joint Conference on
Investment Considerations, Guangzhou, February. 1986.
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regulations governing enterprises engaged in foreign trade
and investments are The Accounting Regulations of the
People's Republic of China for Joint Ventures Using Chinese
and Foreign Investment, and The Chart of Accounts and
Forms of Accounting Statements for the Industrial Joint
Ventures Using Chinese and Foreign Investment. It is
however understood that before new rules are promulgated,
the accounting of the co-operative ventures may in general
be done with reference to the accounting system of joint
venture. The writer therefore considered that these
regulations can be regarded as a fairly accurate
description of the accounting system applicable to
enterprises with foreign investments in China.
1
Furthermore, Yang Jiwan mentioned that the formulation
of these regulations were based on three principles, namely
the compliance with the provisions in the relevant laws and
regulations of PRC, the principle of equality and mutual
benefit, and the taking of international accounting
standards and conventions as reference. Consequently, the
writer also considered that these regulations can be
regarded as a hybrid of the uniform national accounting
system of PRC adopting state-planned economy and the
international accounting standards of western countries
adopting free-market economy.
The writer hoped that by comparing The Accounting
Regulations of the People's Republic of China for Joint
Ventures using Chinese and Foreign Investments with the
Yang Jiwan,Accounting Issues for Joint Ventures and
Foreign Enterprises in China,Joint Conference on
Investment Considerations, Guangzhouebruary,.1986
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"International Accounting Standards published by the
International Accounting Standards Committee and by
highlighting the similarities and differences between the
two, a better understanding of the accounting concerning
enterprises with foreign investments in China can be
achieved. The writer also hoped to highlight some of the
special features in these accounting regulations, and those
areas in the International Accounting Standards not yet
adopted by joint ventures in PRC.
In the end, based on the results of the study and the
recent developments, the writer hoped to venture a forecast
on the future development of accounting in China.
Methodology
This is a comparison study by literature research. The
first aspect is The Accounting Regulations of the People's
Republic of China for Joint Ventures Using Chinese and
Foreign Investment (hereafter called the Regulations)
and its related information. The second aspect is the
International Accounting Standards (hereafter called the
Standards) and its related information. A matching
exercise was done from the various articles in the
Regulations to the various paragraphs in the Standards.
The similarities, differences, and special features were
highlighted and summarised.
The Regulations and Related Information
The original Chinese version of the Regulations was
.obtained. Official translation into English was not avail-
able, so the unofficial translation of the Regulations by
+n Arrniintinn cnriPty of China in July 1985 in a booklet
8published by Peat Marwick Mitchell & Co. was used.
The original Chinese version of The Chart of Accounts
and Forms of Accounting Statements for the Industrial Joint
Ventures Using Chinese and Foreign Investment (hereafter
called the Chart) was also obtained. Translation into
English, both official and unofficial, were unavailable.
When necessary, translation was done by the writer.
To gain a better understanding on the Regulations,
the relevant laws concerning joint ventures were referred
to. The unofficial translation in the book The China
Investment Guide 1986 was used. A detail list of the laws
is given in appendix 1.
Books in English concerning the subject were simply
unavailable. Three Chinese books published in PRC, which
names are given in the bibliography, were used as
reference.
To supplement literature research, two Chinese
accountants, one working in China Travel Services being a
state-owned enterprise, and another working in Shenda
Telephone Co. Ltd. being a joint venture, were interviewed.
Both of them, however, preferred to remain anonymous. In
addition, the writer also attended the Joint Conference on
Investment Considerations organised by the Accounting
Society of China and Hong Kong Society of Accountants in
Guangzhou in February 1986. The purpose is to gain a better
understanding and to confirm the findings of the study.
The Standards and Related Information
The International Accounting Standards published by
the International Accounting Standards Committee up to
March 1986 were used. The full list of the "Standards",
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together with an extract of the background of The
International Accounting Standards Committee (IASC) and its
objectives, are given in the appendix 2.
The Matching from Regulations to Standards
There are altogether 88 articles contained in 17
chapters in the Regulations. Details of the chapters in
the Regulations are given in appendix 3. Each article was
taken in turn and attempted to match with the equivalent
paragraphs of the Standards, and the results were
summarised in the subsequent chapters of this research
report.
Structure of the Research Report
The rest of this research report is devoted to the
findings and conclusion of the study.
Chapter II records points of similarities. Chapter III
records points of differences. Chapter IV records special
features identified in the Regulations. These special
features are not in contravention with the Standards, but
are specifications of methods and treatments specially
applicable to joint ventures in PRC. In order to present
in a systematic manner, the findings were grouped and given
in the same chapter sequence of the Regulations.
Footnotes were used throughout to give reference to the
original articles in the Regulations and the original
paragraphs in the Standards. At the end of each chapter,
the writer inserted a summary section to give his
observations and comments.
Chapter V records major areas in the "Standards" not
covered in the Regulations. These major areas were given
10
in the ascending order of the IAS numbers for the ease of
reference. A summary section was also inserted at the end
to give the writer's observations.
Finally, Chapter VI summarises the results of the
findings of the study as recorded in Chapters II to V, and




SIMILARITIES BETWEEN REGULATIONS AND STANDARDS
Introduction
Following the matching process from the various
articles of the Regulations to the various paragraphs of
the Standards, quite a number of similar points were
identified. Also it was discovered that in the
Regulations, a number of articles concern generally
accepted principles and practices, but equivalent
paragraphs in the Standards cannot be found. The reason
is mainly because the objective of the Standards is to
formulate accounting standards to be observed in the
presentation of financial statements, and therefore those
outside the scope of presentation are not laid down as
Standards although these are understood and widely
accepted. For the sake of completeness, they were grouped
as similar points. These similar points were presented in
this Chapter in the same chapter sequence as the
Regulations.
It was also discovered that a number of points in the
Chart are in accordance with the Standards, though not
explicitly described in.the Regulations. They were also
identified as similar points, and presented in the latter
part of this Chapter.
Finally, the writer's observations were given as a
summary.
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Accounting Office and Accounting Staff
Chapter II of the Regulations spells out the
necessity for a separate accounting office and accounting
staff the duties of the accounting staff and the
procedures in case of staff transfers.
These are understood to be generally accepted practice
Althniinh •nnt included in the Standards.
General Principles Tor Hccounzing
Chapter III of the Regulations was matched mainly
against Preface to International Accounting Standards and
IAS 1 titled Disclosure of accounting policies. The
similar points are as follows.
1
Legality
The Regulations point out explicitly the necessity
of compliance with PRC laws and regulations. Obviously it
is widely understood that accounting work in a country
should comply with the laws of that country. This principle
is indirectly advocated in the Standards, which states
that within each country, local regulations govern, to a
greater or lessor degree, the issue of financial
statements and International Accounting Standards
promulgated by IASC do not override the local regulations.
2
Double Entry Bookkeeping System
Double entry bookkeeping system is specified in the
Regulations. Though not mentioned in the Standards,
many requirements in the Standards are simply not




achievable without the use of double entry bookkeeping,
which is virtually universally-accepted.
It was understood from a PRC accountant that other
types of bookkeeping system, e.g. single entry, are in use
in China, and therefore specifying the use of double entry
bookkeeping system in the Regulations is necessary.
1
Accuracy, Completeness & Timeliness
Accuracy, completeness & timeliness are emphasized in
the Regulations.
Though not mentioned in the Standards, it is well
understood that the objectives of the Standards simply
cannot be achieved without accurate, complete and timely
accounting records.
2
Accrual Matching of Income and Expenses
Both the Regulations and the Standards specify the
adoption of accrual concept and matching of income and
expenses.
3
Distinction Between Capital and Revenue Expenditure
The Regulations explicitly state that clear
distinction be drawn between capital and revenue
expenditure. This is understood to be a universally
accepted principle although not explicitly stated in the
Standards.
4
Consistency Disclosure of Inconsistency
Both the Regulations and the Standards emphasize
lArticle 12.
2




Article 19 IAS 1 paragraphs 16 and 22.
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the importance of consistency in adopting accounting
policies and specify the necessity to disclose
inconsistencies or changes in accounting policies.
Going Concern
Going concern is one of the fundamental accounting
assumptions mentioned in the Standards. Going concern,
however, is only implied in the Regulations. In
particular the Regulations state that all assets of a
joint venture shall be stated at their original costs and
the recorded amounts are generally not adjusted whether
1
there is any fluctuation in their prices.
Explicitly specifying going concern as an accounting
principle in the Regulations is not appropriate because
unlike other organisations, joint ventures have fixed
durations. Joint venture terms for average projects in
principle are from ten to thirty years, although joint
venture terms for projects with large investments, long
construction periods and low rate of return on capital may
2
be more than thirty years. The State Council announced
recently that the maximum length of Sino-foreign joint




Materiality is mentioned in the Standards as a
I
Article 17 IAS 1-paragraph 16
2
Article 100 of Implementing Regulations for the Law
of the People's Republic of China on Joint Ventures Using
Chinese and Foreign Investment
3
China Newsletter, Peat Marwick Mitchell & Co.
(February 1986): No.3
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criterion to the selection of accounting policies
Materiality is not mentioned in the Regulations although
understood to. be in practice. Examples cited by a PRC
accountant from the Chart in this respect are:-
(a) Fixed assets with a per-unit value of less than
RMB 500 and shorter useful life can be itemised
2
as expenses
(b) The enterprises can use different methods to
account for different types of low value and
non-durable goods according to practical
3
situation
Although understood and in practice, the concept of
materiality is unlikely to be explicitly stated in the
Regulations, because they bear the status of law.
Accounting for Cash and Current Accounts
There are no comparable International Accounting
Standards for Chapter V of the Regulations, except for
foreign currency transactions which is included in IAS 21
titled Accounting for the effects of changes in foreign
exchange rates. However, quite a number of articles in
the Regulations are generally accepted practice, though
not mentioned in the Standards.
4
Recording of Cash and Bank Transactions
The Regulations specify the requirement to set up
journals to record cash transactions in chronological order
1









and by different types of currencies. This is a widely-
held practice.
Collection of Receivables, Settlement of
Payables, Bad Debts
The Regulations specify the principle of recording
1
and timely settlement of accounts receivable/payable. The
control procedure of writing off bad debts is also stated.
These are in accordance with generally accepted practice.
2
Conversion and Recording of Foreign Currency Transactions
Both the Regulations and the Standards adopt the
exchange rate existing at the time of the transaction or a
rate that approximate the actual rate.
3
Realised Exchange Difference
Both the Regulations and the Standards take up
realised exchange difference as exchange gains or losses in
the profit and loss account.
Accounting for Inventories
Chapter VI of the Regulations was matched against
International Accounting Standards 2 titled Valuation and
presentation of inventories in the context of the




Both the Regulations and the Standards refer
inventories to include those assets for sale, in
Article 24.
2
Article 25 IAS 21.paragragh 24
3
Article 25 IAS 21 paragraph 27
4
Ari-i rl a 27: TA S 2aac.d 4
17




Both the Regulations and the Standards calculate
the inventory cost to include cost of purchases/production
plus the associate costs to bring the inventories to their
present location and condition.
2
Inventory Control
The Regulations specify inventory control measures
like timely and accurate records on inventory movement
inspection of goods received etc. These are generally
adopted practices although not mentioned in the
Standards.
Costing Method of Inventory Issue
Both the Regulations and the Standards regard
first-in first out, weighted average, and specific
identification to be the acceptable costing method of
3
inventory issue.
The Regulations provide that if planned cost is used
in daily accounting for-inventory issue, adjustment to
actual cost will have to be made at the end of the month.
Similarly, if selling price is used in daily accounting for
merchandise, adjustment to original purchase price will
have to be made at the end of the month. The spirit is in
line with the Standards, which also allows for the use of
techniques such as standard cost or retail price methods
1




Article 30 IAS 2 paragraphs 24 and 25
18
provided they produce results approximate to the usually
1
accepted costing methods
Both the Regulations and the Standards specify the
2
necessity to disclose changes in costing methods
3
Physical Inventory and Adjustments
The Regulations set out the requirements of physical
inventory at least once a year and the treatment in case of
shortage or overage. These are generally accepted practice
though not mentioned in the Standards.
Accounting for Long-term Investment and
Lonq-term Liabilities
No equivalent International Accounting Standards are
found for Chapter VII of the Regulations, but the various
points mentioned in it can be matched to paragraphs
scattered in IAS 3, 5, and 23 titled Consolidated
financial statements, Information to be disclosed in
financial statements, and Capitalisation of borrowing
costs. The similar points are as follows.
4
Cost of Investments
The Regulations regard the cost of investment in
other units to be at the amount paid or agreed upon at the
time of investment. This is in spirit similar to the cost
method (contrast equity method) provided for in the
Standards, under which an investor records an investment
n the shares of an investee at cost.
Article 31 IAS 2 paragraph 27
2




Article 35 IAS 3 paragraph 20
19
Accounting Classification
The classification of investment in other units as
long-term investment and income derived from long-term
investments as non-operating income are similar for both
the Regulations and the Standards.
2
Interest Expense on Long-Term Loans
Both the Regulations and the Standards allow for
capitalisation of interest as part of the cost of fixed
assets during the construction period. Both specify that
upon completion, capitalisation of interest will cease.
Accounting for Fixed Assets
Chapter VIII of the Regulations was matched against
International Accounting Standards 4 and 6 titled
Depreciation accounting and Accounting for property,
plant and equipment respectively. The similar points are
as follows.
3
Scope of Fixed Assets
Both the Regulations and the Standards refer to
fixed assets to include property, plant and machinery, and
other equipments.
4
Cost of Fixed Assets
Both the Regulations and the Standards calculate
cost of fixed assets to include the cost of purchase/
construction plus directly attributable costs of bringing
the asset to working condition of its intended use.
1
Article 35 IAS 5 paragraphs 12 and 18
2
Article 36 IAS 23 paragraphs 22,24 and 25
3
Article 38 IAS 5 paragraph 11 IAS 16 paragraph 6
4
Artir 39: IAS 16 oaraaranhs 37 and 38
20
1
Fixed Assets Contributed'as Investments
The Regulations state that for fixed assets
contributed as investment, the original cost shall be the
price of the assets agreed upon by all participants of the
joint venture at the time of investment. This is in
essence the same as that specified in the Standards,
which state that property, plant and equipment acquired in
exchange for shares or other securities in the enterprises
should be recorded. as its fair value, or the fair value of
the securities issued, whichever is the more clearly
evident.
2
Expenditure on Technical Innovation or Reform
Both the Regulations and the Standards allow the
expenditure on technical innovation or reform to increase
the original cost of the fixed assets if these expenditures
increase the future benefits from the existing assets.
3
Depreciation of Fixed Assets
The principle of calculating depreciation stated in
the Regulations and the Standards is the same. Both
emphasize the need to refer to the original cost, estimated
residual value, and the useful life. Both also specify that
a systematic and consistent basis should be applied.
4
Disposal of Fixed Assets
Both the Regulations and the Standards provide
that the net value of the fixed assets disposed be
1
Article 39 IAS 16 paragraph 39
2
Article 39 IAS 16 paragraph 40
3
Article 40 IAS 4 paragraph 13 and 14
4
Article 40(4) IAS 16 paragraphs 42 and 43
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eliminated from the accounting records and that the gain or
loss on disposal be recognised in the income statement.
1
Fixed Assets Control
The Regulations specify control measures like
keeping of fixed assets records, physical inventory at
least once a year, adjustments procedures in case of
shortage or overage. Though not mentioned in the
Standards, these are widely accepted practice.
Accounting for Intangible Assets and Other Assets
No equivalent International Accounting Standards can
be found for Chapter IX of the Regulations, but the
points mentioned in it can be matched to paragraphs in IAS
4, 5, and 17 titled Depreciation accounting, Information
to be disclosed in financial statements, and Accounting
for leases respectively. The similar points are as
follows.
2
Classification of Intangible Assets and Other Assets
The Regulations refer intangible assets and other
assets to include proprietary technology, patents,
trademarks, copyrights, right to use site, other franchises
and organisation expenses. These items are similar to those
included as other long-term assets in the Standards.
3
Amortisation of Intangible Assets
The Regulations state that monthly amortisation of
an intangible asset shall be made over its useful life.
1 Articles 41 and 42
2
Article 43 IAS 5 paragraph 12
3
Article 43 IAS 4 paragraph 13
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This is in essence equivalent to the Standards, which
specify that the depreciable amount of a depreciable asset
should be allocated on a systematic basis to each accounting
period during the useful life of the asset.
1
Ex enditure on Major Improvement of
Fixed Assets Under Lease
The Regulations specify such expenditure shall be
amortized over the period benefited from such expenditure
but shall not be longer than the lease term. This is in
accordance with the principle laid down in the Standards,
which state that the asset should be fully depreciated over
the shorter of the lease term or its useful life.
Accounting for Cost and Expenses
Chapter X of the Regulations mainly describe the
following:-
(a) The requirement to maintain good records and control
of cost and expenses
(b) The scope. of cost or expenses to include all
expenditure relating to production or operation
(c) The ways in which costs are to be calculated
(d) The classification of costs to categories like
production cost, manufacturing overheads, selling
expenses, general and administration expenses etc for
industrial joint ventures, and other categories for
other types of joint ventures
(e) The concept of accrual and matching of revenue and
expenses
(f) The importance of accurate cost allocation to various
Article 45 IAS 17 paragraph 46
23
products and to various stages of production
(g) The importance of selecting appropriate cost account-
ing system e.g. product costing, process costing,
standard costing etc, and its consistent application
(h) The measures on cost control such as responsibility
cost system, variance analysis etc.
No equivalent International Accounting Standards were
found, but the above are all widely accepted practices and
are therefore included as similar points.
Accounting for Sales and Profit
Only one point in Chapter XI of the Regulations can
be matched to International Accounting Standards 18 titled
Revenue Recognition. The rest are either description of
widely acccepted practice and included here as similar




The Regulations specify principles governing which
the sales of merchandise, products and services of a joint
venture shall be regarded as realised income. These
principles are similar to the principles of revenue
recognition stated in the Standards.
2
Widel Accepted Practices
The following widely accepted practices are described
in the Regulations:-
(a) The treatment of sales returns and sales allowance as
deduction of sales revenue in current accounting
Article 52 IAS 18 paragraphs 22 to 24
2
Articles 53, 54, 56, 58 and 59.
24
period
(b) The concept of accrual and the matching of revenue and
expenses
(c) The ways in which profit is calculated in various
types of enterprises
(d) The necessity to make up accumulated losses brought
forward before resuming profit distribution
(e) The procedure governing approval of profit
distribution programme
Classification of Accounts and Accounting Statements
The majority of points in Chapter XII of the
Regulations relates to special features and are described
in Chapter IV of this report. Two points are however
similar to International Accounting Standards, and they
were matched to IAS 5 and 7 titled Information to be
disclosed in financial statements and Statement of
changes in financial position respectively, as follows.
1
Accounting Classification
Both the Regulations and the Standards require
accounts to be classified into four broad categories namely
assets, liabilities, capital and profit loss to be
further classified into income and expenses. A review of
the chart of accounts specified in the Chart show that
the detail classifications are also in line with the
principles specified in the Standards.
2
Accounting Statements
Article 61 IAS 5 paragraphs 11 to 17 Chart p.3
2
Article 62 IAS 5 paragraphs 11 to 18 and IAS 7
paragraphs 20 to 21 Chart p.68 to 73
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Both the Regulations and the Standards specify
accounting statements to include at least balance sheet,
income statement, and statement of changes in financial
position.
A review of the format of accounting statements
specified in the Chart show that the presentations are in
line with the principles laid down in the Standards.
Accounting Documents Accounting Books
Chapter XIII mainly describe the following:-
(a) The measures to substantiate and record transactions
(b) The issue, and control of accounting vouchers and
accounting documents
(c) The control of blank forms of important documents
(d) The basic accounting books in the accounting system
(e) The requirement of complete, accurate, and clear
accounting records
(f) The control measures in case of computerised
accounting system
All these are widely accepted practices although no
equivalent International Accounting Standards were found.
Similar Points Identified in the Chart
A number of points in the Chart were found to be
similar to those stated in the Standards although they




A review of the formats of the accounting statements
Chart p.68 to 86 IAS 1 paragraph 21
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given in the Chart showed that comparative figures are
required for balance sheet, income statement, and a number
of supporting. schedules. This is similar to the
Standards, which state that financial statements should
show corresponding figures for the preceding period.
1
Leased Fixed Assets
Both the Chart and the Standards specify similar
treatment for fixed assets under lease,i.e.,recording of an
asset and a liability at amounts equal to the inception of
the lease to be the fair value of the asset recording of
both a depreciation charge and a finance charge and the
asset should be fully depreciated over the shorter of the
lease term or its useful life.
2
Taxes
The Chart specifies that income tax is to be charged
against profits for the year property tax and licence fees
are to be included as management expenses consolidated
industrial and commercial tax for goods purchased or sold
are to be included in purchase cost or deduct from sales
revenue respectively. This is in principle in line with the
Standards, which state that the tax expenses for the
period should be included. in determination of net income of
the enterprise.
Presentation of Current Assets and Current Liabilities3
Similar classifications of current asset items and
current liabilities items and their presentation in balance
I
Chart p.37 IAS 17 paragraphs 44 to 46
2
Chart p.47 to 48 IAS 12 paragraph 40
3
Chart p.3 and 68 to 69 IAS 13 paragraphs 21 to 22
27
sheet are adopted both in the Chart and in the
Standards.
There is. a minor difference regarding the
classification of the current portion of long-term
liabilities. This is described in Chapter III of this
report.
Summary
To summarise the findings of this Chapter, the writer
observed that:-
(a) There are a lot of similar points between the
Regulations and the Standards as far as basic
bookkeeping and accounting treatments are concerned
(b) Being a set of regulations, the Regulations specify
the administrative or procedural matters. However,
a majority of these are generally accepted practices
although not included in the Standards
(c) The most encouraging feature is that nearly all
universally accepted concepts such as accrt al,
consistency, materiality are either expressly adopted
or implied.
(d) The basic accounting classification, accounting
system, and the structure and formats of financial




DIFFERENCES BETWEEN REGULATIONS AND STANDARDS
Following the matching process from the various
articles of the Regulations to the various paragraphs of
the Standards, points of difference were identified.
These different points were given in this Chapter in the
same chapter sequence as the Regulations.
In addition to merely stating the points, relevant
materials relating thereto collected during the interviews
and the conference, were also included. These materials
include the suspected underlying reasons for the
difference, or the opinion of the accountants on the impact
of the difference.
The observations and the comments of the writer on the
points of difference are given at the end of this Chapter
A q c iimma rv.
General Principles for Accounting
Under Chapter III of the Regulations, there is one
very important difference.
The Regulations'state that all the assets of a joint
venture shall be stated at their original costs and the
recorded amounts are generally not adjusted whether there
are fluctuations in the prices. This is different from
Introduction
1
the concept of prudence as stated in the Standards
This point is regarded by the Hong Kong Society of
Accountants as the only major difference between the
accounting principles adopted in China and those adopted in
2
Hong Kong and internationally.
This difference directly results in quite a number of
different points mentioned in subsequent parts of this
Chapter.
The reasons why PRC adopts the concept of actuality,
as referred by one Hong Kong certified public accountant,
rather than the concept of prudence are thought to be:-
(a) The necessity to adopt unified accounting system and
treatment to facilitate state planning and control
(b) The Regulations were derived from and governed by
the tax laws, and adoption of concept of prudence will
lower profits and hence tax revenue
(c) Under state-planned economy, price fluctuations were
and perhaps are still not frequent and large
Accounting for Cash and Current Accounts
Under Chapter V of the Regulations, two different
points were identified. These are in fact further
illustrations of the adoption of the concept of actuality
rather than concept of prudence.
Provision for Bad Debts
The Regulations specifically state that no reserve
Article 17 IAS 1 paragraph 17
2
Report of the Delegation to China, Hong Kong Society
of Accountants, July 1985, p.3.
1
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for bad debts shall be accrued1. This is not in accordance
with the concept of prudence.
Yan Zehui was of the opinion that the reason for not
allowing provision for bad debts is that in the past there




The Regulations specify that the exchange gains or
losses recognised in the account shall be the realised
amounts, and that in case of exchange rate fluctuation, the
Renminbi balances of the foreign currency accounts shall
not be adjusted. This is not in line with the Standards
which state that at each balance sheet date, foreign
currency monetary items that result from transactions of
the entity shall be reported at the closing rate, and that
exchange differences arising on reporting an entity's
foreign currency monetary items at rate different from
those at which they were recorded during the period or
presented in previous financial statements should be
3
recognised in income of the period.
In previous years when foreign trade and investments
were of small scale and economic activities were all state-
planned, fluctuations in exchange rates were infrequent and
small. However, owing to the devaluation of Renminbi
against major foreign currencies in the past few years,
Article 24
2
中 國 發 展 所 □ 會 計 畫 制 度 會 改 庭
“Hong Knnn"Yan Zekui
Ecomic Journal, 2 October 1985.
Article 25 IAS 21 paragraphs 25, 27 and 28.
3
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problems began to emerge. In fact, Owen Nee was of the
opinion that the Renminbi as a currency is still
1
substantially overvalued. Professor Steven N. S. Cheung
agreed and in fact advocated that the exchange rate should
be allowed to float freely in order to abolish the existing
2
black market exchange
An overseas accountant participated in the Workshop
Session with topic How to solve the problems caused by
different accounting and auditing standards in the Joint
Conference on Investment Considerations was of the opinion
that this difference on treatment of unrealised exchange
difference is most important. This is because the recording
currency is usually Renminbi but loans are often
denominated in foreign currencies. The loan balances in the
books will be and in fact are significantly understated if
unrealised exchanges differences (or more exactly
unrealised exchange loss during the period when Renminbi
devalues against foreign currencies) are not allowed to be
taken into account. As a result, profits are overstated and
this may cause over-distribution, and the financial
statements do not present a true view. He cautioned that
adjustments in this respect must be made by users of the
financial statemnents.
The concept of unrealised exchange difference is,
however, not entirely overlooked in the Regulations. In
1 Owen Nee, Investing in China- A Legal Perspective,
Joint Conference on Investment Considerations, Guangzhou,
Fe ruary, 1986.
2
Professor Steven N. S. Cheung, Trade and Investment
in China as viewed by Foreigners,Joint Conference on
Investment Considerations, Guangzhou, February, 1986.
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the Chart, calculation of unrealised exchange difference
is required but to be shown as a footnote in the Statement
1
of Assets and Liabilities in Foreign Currencies.
Hccounting tor inventories
Under Chapter VI of the Regulations, the only major
difference identified is in respect of inventory valuation.
The Regulations specify that all the inventories of
a joint venture shall be recorded at actual cost. This is
in accordance with the tax laws. In case the net realisable
value is below the actual cost, the valuation of
inventories is not adjusted. Instead, disclosure of the net
realisable value and probable loss on sale due to decline
of the market value is required as a footnote in the
2
Statement of Inventories.
This is again not in accordance with the concept of
prudence. In fact, the Standards specify that inventories
should be valued at the lower of cost and net realisable
3
value.
The reason for the difference in treatment is again
suspected to be due to the fact that under state-planned
economy, the prices of goods were and still are relatively
steady compared to free-market economy.
Accounting for Long-term Investments
and Long-term Liabilities
1 Chart p.78 to 79.
2
Articles 28,33 and 34 Chart p.74 Article 18 of
Detailed Rules and Regulations for the Implementation of
the Income Tax Law of the People's Republic of China Con-
cerning Chinese and Foreign Investment.
3
IAS 2 paragraph 20.
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Two different points were identified in Chapter VII of
the Regulations and are as follows.
Long-term Investments
The Regulations specify that the investments in
other units (e.g. another joint venture or a subsidiary
company) shall be accounted for at the amount paid or
agreed upon at the time of the investment. Income is
1
recognised on cash basis as non-operating income.
This is different as the Standards also allow for
the equity method for investments in associated companies
or subsidiary companies not consolidated. Under the equity
method, the carrying amount of an investment in the shares
of the investee is increased or decreased to recognise the
investor's share of the profits or losses of the, investee
2
after the date of acquisition.
The newly issued IAS 25 titled Accounting for
Investments also provide that long-term investments can be
revalued to a-fair value, and in case of permanent
diminution in value, the carrying value of the long-term
3
investment should be reduced accordingly.
Presentation of Long-term Bank Loans
The Regulations specify that long-term borrowings
shall be accounted for at the amount and on the date of the
loan and shall be presented in the balance sheet with a
separate caption as long-term bank loans. The format of
the balance sheet as presented in the Chart also
1
Article 35 Chart p.33
2
IAS 3 paragraphs 21 to 22 and 40 to 42
3
IAS 25 paragraphs 19 to 22
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classifies this item as a long-term liability separate from
1
current liability items.
The Standards provide for a slightly different
presentation under which the current portion of long-term
liability (that is the amount repayable within one year) is
2
to be presented as a current liability item.
Accounting for Fixed Assets
The only difference identified under Chapter VIII of
the Regulations is the valuation of fixed assets.
The Regulations specify that the fixed assets of a
joint venture shall be recorded at their original cost.
3
This is in accordance with the tax laws.
The Standards, however, allow fixed assets to be
4
carried at revalued amounts.
Summary
To summarise the findings of this Chapter, the writer
observed that:-
(a) The only major difference identified is the adoption
of the concept of actuality in PRC as compared to
the concept of prudence adopted internationally. This
results in difference in valuations of assets and
liabilities such as accounts receivables, foreign
monetary items, inventories, and fixed assets.
1
Article 36 Chart p.68 to 69
2
IAS 13 paragraphs 11 and 22
3
Article 39 Article 11 of Detailed- Rules and Regu-
lations for the Implementation of the Income Tax Law of the
People's Republic of China Concerning Joint Ventures Using
Chinese and Foreign Investment
4
IAS 16 paragraph 36.
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(b) The reasons are thought to be:-
(1) China is a socialist state adopting state-planned
economy under which price level fluctuations were
and perhaps still are small and infrequent. The
concept of prudence was therefore not applicable
in the past.
(2) The adoption of the concept of prudence requires
the exercising of judgement, the degree of which
may vary significantly from one enterprise to an-
other. This may be detrimental to the unified na-
tional accounting practice which is being adopted
to facilitate state-planning and control.
(3) The Regulations are governed by the tax legisla-
tions, and the adoption of the concept of prudence
will lower profits hence tax revenue.
(c) Minor differences exist in the accounting of long-
term investments and presentation of long-term liabi-
lities.
While it is true that the concept of prudence may not
be applicable in the past and not applicable to state-owned
enterprises at present and in future, its adoption should
be considered for joint ventures or other enterprises
engaged in foreign trade and investments. These joint
ventures and enterprises are operating in an economic
enviroment which is somewhat a hybrid of state-planned
economy and free-market economy. Situations like wide
fluctuations in value of assets, insolvency etc. not
commonly encountered before are bound to be faced by them
at present and in future. To present the financial position
36
in a true and fair way, the adoption of the concept of
prudence is essential.
As far as .taxation is concerned, the practice used by
western countries should be considered. Under the practice,
an enterprise produces financial statements according to
generally accepted accounting standards to reflect the
operating results in a true and fair way. Then adjustments
are made to the accounting profits according to the tax
legislations to arrive at the taxable profit. In this way,
both the quality of the financial statements and the tax
revenue are safeguarded.
But until the time the concept of prudence is adopted
in PRC, users of the financial statements of PRC joint
ventures should be aware of the adoption of the concept of
actuality. Necessary adjustments to these finanical
statements will have to be made by the foreign users
themselves, if they wish to have a better appreciation of
the financial position in the way they are accustomed to.
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CHAPTER IV
SPECIAL FEATURES IN REGULATIONS
Introduction
Following the matching process, a number of special
features were identified in the Regulations. These
special features are not in contravention with the
Standards, but they are specifications of methods and
treatments specially applicable to joint ventures in PRC.
These special features were presented in this Chapter in
the same chapter sequence as the Regulations.
In addition to merely stating the special features,
relevant materials such as the suspected underlying reasons
and the background legislations governing the special
features were included.
The observations and comments of the writer on the
special features were given at the end of this Chapter as
summary.
General Provisions
Chapter I of the Regulations basically states that
the Regulations were formulated to strengthen the
accounting of joint ventures in PRC that all joint
ventures in PRC are governed by the Regulations that
relevant government organisations can supplement the*
Regulations when necessary and that a joint venture
should work out its own accounting system in accordance
with the Regulations.
These are basically administrative matters. But one
important point to note is that a joint venture has to
submit its accounting system and subsequent amendments to
the tax authority for record. A PRC accountant pointed out
that the reason is to protect tax revenue.
General Principles for Accounting
Three special features were identified in Chapter III
of the Regulations as follows.
Accounting Year
The Regulations specify that the fiscal year of a
joint venture shall run from January 1 to December 31. This
2
is in accordance with the tax laws.
The Accounting Law of the People's Republic of China
3
also have the same provision. The reason is thought to be
able to achieve unification in order to facilitate state-
planning and control.
Language to be Used in Accounting
The Regulations state that all accounting documents,
books, and statements prepared by a joint venture must be
written in Chinese, although a foreign language mutually
agreed by the participants of a joint venture may be used
4
concurrently.
1 Articles 1 to 4
2
Article 10 Article 7 of Detailed Rules and Regu-
lations for the Implementation of the Income Tax Law of the
People's Republic of China Concerning Joint Ventures Using
Chinese and Foreign Investment
3






Specifying the language is necessary, as both a
foreign party and a Chinese party are involved in a joint
venture.
Currency_
The Regulations state that in principle a joint
venture shall adopt Renminbi as its bookkeeping base
currency, however a foreign currency may be used upon
1
mutual agreement of the participants in a joint venture.
Accounting for Paid-in Capital
The whole Chapter IV of the Regulations are special
features applicable only to joint ventures in PRC, as
follow.
(a) Contribution of capital should be in accordance with
joint venture contract.
(b) The amount of cash and date as received into Bank of
China or other approved banks shall be the basis of
recording capital contributions
(c) For conversion of capital contributions from foreign
currencies to Renminbi and vice versa, the exchange
rate quoted by the State Administration of Foreign
Exchange Control shall be used.
(d) For capital contributions in the form of assets, the
amount and date as provided in the contract shall be
the basis of accounting
(e) Capital contributions require the verification by a
PRC certified public accountant.
Accounting for Cash and Current Accounts
lArticle 14
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One special feature was located in Chapter V of the
Regulations. The Regulations specify that a joint
venture shall open its deposit accounts in the Bank of
China within PRC territory or other banks approved by the
State Administration of Foreign Exchange Control or by one
of its branches, and that all foreign exchange receipts/
disbursements must be deposited with/made from the foreign
1
currency deposit bank accounts.
This special feature is in accordance with the foreign
exchange control regulations set out in the Rules for the
Implementation of Foreign Exchange Control Regulations
Relating to Overseas Chinese Enterprises, Foreign
Enterprises and Chinese-Foreign Joint Ventures. Under
these regulations, all Chinese-foreign enterprises must
attempt to maintain a balance in their foreign exchange.
Accounting for Fixed Assets
Quite a number of special features were located in
Chapter VIII of the Regulations. These are all in accord-
2
ance with the tax laws
Categories of Fixed Assets
The Regulations specify that fixed assets of a joint
venture should be categorised into the following five
categories according to tax laws:-
(a) building and structure
(b) machinery and equipment
1 Article 22
2
Article 10 to 13 of Detailed Rules and Regulations
for the Implementation of the Income Tax Law of- the
People's Republic of China Concerning Joint Ventures Using





Land is not a category, as land in China cannot be
bought and sold, or even leased. The right to the use of
site is by the payment of a site use fee stipulated by the
1
government of PRC.
Depreciation of Fixed Assets
Following the above, the Regulations further specify
that depreciation be calculated according to the minimum
depreciation period and the estimated residual value of the
fixed assets provided in the tax laws. Any deviation
2
requires the tax authority's approval.
According to the tax laws, the minimum depreciation
periods for various categories of fixed assets are:-
Building and structure 20 years
Electronic equipment and transport equipment 5 years
(except trains and ships)
Others 10 years
Also the only approved depreciation method is straight-line
method, and residual value is to be set at 10% of the
3
original value of the fixed assets.
Accounting for Intangible Assets and Other Assets
i
Article 47 to 53 of Laws of the People's Republic





Article 12 and 13 of Detailed Rules and Regulations
for the Implementation of the Income Tax Law of the
People's Republic of China Concerning Joint Ventures Using
Chinese and Foreign Investment
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Two special features were identified in Chapter IX of
the Regulations as follows.
Intangible Assets
The Regulations specify that intangible assets
without specified useful life may be amortised over ten
years but the amortisation period shall not be longer than
1
the duration of a joint venture.
2
The above is in accordance with the tax laws.
Organisation Expenses
For expenses incurred by a joint venture during its
preparation period, the Regulations provide that this
shall be amortised after the production or operation starts
3
but the annual amortisation shall not exceed 20 percent.
4
Again, this is in accordance with the tax laws.
Accounting for Sales and Profit




The Regulations provide that a joint venture shall




Article 16 of Detailed Rules and Regulations for the
Implementation of the Income Tax Law of the People's





Article 17 of Detailed Rules and Regulations for the
Implementation of the Income Tax Law of the People's





prises that cannot do so, such as agriculture and animal
husbandry.
Distribution of Profit
The Regulations specify that the profit distribut-
able by a joint venture shall be the excess of its net
profit over income tax payable and the required provisions
of reserve fund, staff and workers' bonus and welfare fund
1
and enterprise expansion fund. This is in accordance with
the Law of People's Republic of China on Joint Ventures
2
Using Chinese and Foreign Investment.
As pointed out by Yang Jiwan, the ratio for the
provision of the three funds shall be decided by the joint
venture. The reserve fund shall be used as a provisional
cushion against the losses of the enterprise. Only the
expansion fund shall be used for the increase of fixed
assets. to expand production and operation. The two funds
are part of the joint venture participants' equity. The
staff and workers' bonus and welfare fund shall be
restricted to the payment of bonus and welfare for staff
3
and workers, and this is a liabiliity of the enterprise.
Classification of Accounts and Accounting Statements
Quite a number of special features were identified in





Article 7 of Law of the People's-Republic of China
on Joint Ventures Using Chinese and Foreign Investment
3
Yang Jiwan, Accounting Issues for Joint Ventures and
Foreign Enterprises in China, Joint Conference on
Investment Considerations, Guangzhou bruary 1986.
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The Regulations specify that the rules on the
classification of accounts and on the accounting statements
of the joint ventures shall be formulated by the Ministry
1
of Finance of PRC.
So far, the only promulgated rules in this respect is
the Chart of Accounts and Forms of Accounting Statements
for the Industrial Joint Ventures Using Chinese and Foreign
Investment. However, other types of joint ventures may
take the system of industrial joint ventures as reference
in their accounting.
A PRC accountant pointed out that under the unified
national accounting system, it is a usual practice for the
Ministry of Finance to formulate accounting rules and
regulations.
Combining Accounting Statements
The Regulations state that when a joint venture with
subsidiary enterprises combines its accounting statements
with those of its subsidiaries, its funds appropriated to
and its current accounts with its subsidiaries shall be
offset against the corresponding items in the accounting
2
statements of the subsidiaries. In other words,
intercompany receivables and payables shall be eliminated.
This is a special feature because this treatment is
just the first step to consolidation accounting.
Description Overview3







venture, the Regulations require a description overview
of its financial po-sition, in particular condition of
production/operation, profit and its distribution, changes
in capital, foreign exchange receipts and disbursements and
their equilibrium, tax, adjustments -to Inventories and
assets, and any other issues necessary for disclosure.
1
Submission of Accounting Statements
The Regulations specify quarterly and annual
accounts be submitted to various government departments
within prescribed time limits, and these accounting
statements be signed and sealed.
Other Provisions
Chapters XIV to XVII of the Regulations are special




The Regulations specify the auditing requirements by
PRC certified public accountants. One special point to note
is that the audit is to be done according to the provisions




The Regulations provide that accounting files are to
be maintained in PRC for at least 15 years to be destroyed
only after specified approval procedures have been met.
I
Articles 65 to 66
2
Articles 73 to 75
3
Articles 76 to 78
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Dissolution 1
The rules and procedures concerning dissolution or
liquidation of joint ventures are specified in this chapter
of the Regulations. These rules are essential as all
joint ventures have limited durations.
2
Other Provisions
This chapter basically states that the Regulations
and amendments are to be formulated by the Ministry of
Finance of PRC that special provisions may be applicable
to joint ventures in special economic zones that the right
to interpret these regulations resides with the Ministry of
Finance and that the Regulations was effective on 1st
July 1985.
summary
To summarise the findings of this Chapter, the writer
observed that:-
(a) These special features are basically specifications of
methods and treatments applicable to joint ventures in
PRC, owing to:-
(1) the special nature of a joint venture (e.g.
accounting for paid-in capital, language and
currency to be used in books etc.)
(2) the necessity to comply with relevant laws and
regulations, in particular tax laws (e.g. depre-
ciation and amortisation calculation, profit
appropriation, issue of accounting statements
etc.)
1 Articles 79 to 84
2
Articles 85 to 88
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(b) None of these special features should be of problem to
Hongkong and overseas accountants, as they are not in
contravention with the generally accepted accounting
standards, principles and practices which these
accountants are familiar with.
(c) However, during the process of consolidating/ incorpo-
rating the results of the joint ventures in the
accounts of the foreign participants, adjustments or
special treatments may be required to overcome incon-




AREAS IN STANDARDS NOT COVERED IN REGULATIONS
Introduction
The matching exercise would not be complete without
identifying areas included in the Standards but not
covered in the Regulations. However, the idea is to have
a feel of what types of subjects fall into this category,
and therefore is not intended to include minor points but
only broad areas. For the sake of easy reference, these
areas identified were given in the ascending order of the
IAS numbers in the subsequent part of this Chapter.
The observations and comments of the writer on the
areas identified were given at the end of this Chapter as
summary.
Broad Areas Not Covered
A total of 11 broad areas were located, as follows.
Consolidated Financial Statements (IAS 3)
The concept of consolidation and its treatment are not
mentioned in the Regulations. Instead the only point
close to consolidation mentioned in the Regulations is
combination which may be regarded as a preliminary stage of
consolidation. The Regulations state that when a joint
venture with subsidiary enterprises combine its accounting
statements with those of its subsidiaries, its funds
appropriated to and its current account with its
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subsidiaries shall be offset against the corresponding
1
items in the accounting statement of the subsidiaries
Unusual and Prior Period Items (IAS 8)
The treatment and disclosure requirement of unusual
and prior year items are not mentioned in the
Regulations. It was however noted in the Chart that
prior period income or expenses are to be classified as
2
non-operating income and expenses
Accounting for Research and Development Activities (IAS 9)
The treatment and disclosure requirement of research
and development are not covered in the Regulations.
Research and development expenses are included as an item
under general and administration expenses in the
3
Regulations, but it is unknown as to whether deferral of
such expenses to future accounting periods is allowed.
Contingencies and Events After Balance Sheet Date (IAS10)
This item is not mentioned anywhere in the
Regulations.
Accounting for Taxes on Income (IAS12)
The concept of deferred taxation, accounting for tax
losses, tax contingencies, and the related disclosure
requirements are not mentioned in the Regulations.
As the accounting regulations are in fact in
accordance with the tax regulations, deferred taxation








Reporting Financial Information %egmeni im3 i,+f
This is not referred to anywhere in the Standards.
Information Reflecting the Effects of
I AS 1hanging- Prices 5)
As pointed out by one PRC accountant participatea in
the Workshop Session with topic How to solve the problems
caused by different accounting and auditing standards in
the Joint Conference on Investments Considerations,
inflation accounting is under preliminary study in PRC but
not yet adopted. The reason is that price levels were and
perhaps still are very stable under state-planned
economy, and therefore the need to reflect the effects of
changing prices in financial statements in PRC is still not
urgent.
Accounting for Leases (IAS 17)
The accounting for leases in the financial statements
of lessors, accounting for sales and leaseback
transactions, and the related disclosure requirements are
not mentioned in the Regulations.
1
Paul Sham mentioned that China is close to working
out a draft law to govern joint ventures engaged in leasing
business. However, it is not yet known to the writer
whether the draft law will include provisions concerning
accounting of leasing transactions.
Accounting for Retirement Benefits in the
Financia Statements of Employers (IAS19)
This is not mentioned in the Regulations. Probably
this is not applicable, as retirement benefits are provided
by government in PRC.
1Paul Sham, Beijing Plans to Plug Leasing Loopholes,
South China Morning Post, 5 May 1986.
51
Accounting for Government Grants and Disclosure
of Government Assistance I S 20
This is probably not applicable to joint ventures in
PRC.
Accounting for Business Combinations(IAS 22)
The accounting for mergers and acquisitions are not
covered in the Regulations
Related Party Disclosures (IAS 24)
Disclosure requirements in this respect are not
mentioned in the Regulations.
Accounting for Investments (IAS 25)
Except for investments in associated or subsidiary
enterprises which are described in the Regulations,
accounting treatments for other types of investments such
as property and investment portfolio were not mentioned in
the Regulations. However, it is understood that
investments in property and investment portfolio are very
uncommon in PRC.
Summary
Without doing Curtner researcn on tine auuve NuitiLs,
the writer can only speculate that the reasons for those
broad areas in the Standards not covered in the
Regulations may be:-
(a) these Standards are not applicable to joint ventures
in PRC (e.g. accounting for retirement benefits, and
government grants)
(b) these Standards are not yet adopted in PRC (e.g.
inflation accounting)
(c) the restricted and simple nature of business of exist-
ing joint ventures in PRC does not yet warrant the
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adoption of these Standards (e.g.accounting for in-
vestments, and perhaps business combinations)
(d) similar practices as the Standards are adopted in
PRC but not expressly mentioned in the Regulations
(perhaps, accounting for research and development
activities)
In addition to the above, the writer also noted that
quite a number of these areas relate to disclosure
requirements, which are important for better appreciation
of the financial position especially for listed companies.
While it is appreciated that joint ventures are basically
unlisted enterprises and their accounting are governed by
the Regulations, the writer feels that more disclosure
should still be encouraged to -enhance the usefulness of
the financial statements produced by the joint ventures.
As a result of increase in the complexity of the
nature of business of the joint ventures in PRC as time
goes by, further promulgation of accounting regulations in
future is envisaged in order to cater for situations not
encountered before or to clarify existing situations under
which the treatments have not yet been clearly defined. If
this thought proves to be correct, then areas in the
Standards not covered in the Regulations will be
greatly reduced in future.
Owing to time and resource constraint, the findings
identified in this Chapter cannot be investigated in





summary of the Matching exercise
In the attempt to summarise the results of the whole
matching exercise, the writer concluded that:-
(a) There are many similar points between the
Regulations and the Standards. The important
point to note is that nearly all universally accepted
accounting concepts are adopted by joint ventures in
PRC.
(b) The only main difference is the concept of actuality
adopted in PRC, as compared to the concept of prudence
adopted internationally. This is mainly due to the
facts that China is a socialist state, and that the
accounting regulations are governed by the tax
legislations. It is however recommended that the
concept of prudence should be adopted in order to
enable the presentation of a true and fair view of
the financial position. To overcome the problem on
tax, the practice of adjusting the accounting profits
to taxable profits should be considered.
Users of the financial statements should appreciate
the effects of the difference and attempt to make
their own adjustments in order to have a better
appreciation of the actual financial position.
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(c) The special features in the Regulations are mainly
due to the special nature of a joint venture, and the
requirements to comply with the relevant legislations
in PRC. Foreign accountants should be able to handle
them without great difficulty as these special
features are not in contravention with generally
accepted principles and practices. Consolidation
adjustments, in respect of inconsistencies in
accounting period or depreciation rates etc., should
be considered by foreign accountants when
incorporating the results of the joint ventures in
the accounts of the foreign participants.
(d) Broad areas covered in the Standards but not
mentioned in the Regulations are mainly those not
applicable to or not yet adopted by joint ventures in
PRC. It is felt that fuller disclosure requirements
in line with these areas should still be considered
wherever applicable to enhance the usefulness of the
financial statements produced by the joint ventures.
It is also anticipated that following further promul-
gation of accounting regulations in future, these
areas will be greatly reduced.
In conclusion, the results of the study are very
encouraging, as no unreconcilable differences are located.
Bearing in mind the relatively short period of time since
the open-door policy, these existing differences or
uncertainties are not much to be complained about.
Outlook on Future Development
The writer would think that in future the accounting
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principles and practices adopted in China will be further
harmonised with those adopted internationally. There are
two forces which push the development of accounting in
China to this direction.
The first is economic enviroment. It is known that the
open-door policy will remain unchanged and foreign trade
and investments will continue to develop in China. It is
also known that China is beginning to participate actively
in international finance via bond issues and commercial
loans. China was also admitted as a member of the Asian
1
Development Bank recently The re-establishment of
2
Shanghai's stock market is the rumour of the day. All
these examples point to one thing--- increase in foreign
trade and investments both in volume and in complexity in
the future. Alongside the expansion in foreign trade and
investments, situations like inflation, wide fluctuation in
exchange rate, mergers, investments in property and equity
are or will soon be encountered by business organisations
in China. Suitable accounting principles and practices will
have to be developed to handle these situations, and the
best and most handy reference is the International
Accounting Standards.
The other force comes from accountants themselves,
both Chinese and overseas. The President of the
International Federation of Accountants advocated harmoni-
sation of accounting standards adopted for China with that
1 Cecilia Ko, China Makes Pledge to ADB, South China
Mornin Post, 2nd May 1986.
2
China Business Survey, Asian Wall Street Journal,
4th April 1986.
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of adopted internationally1. The Hongkong and foreign
accountants working in PRC repeatedly push for accounting
treatments especially disclosure requirements in line with
those adopted internationally, in order to enable them to
incorporate the results of the joint ventures in PRC with
that of the foreign participants in a true and fair way. On
the other hand, PRC accountants are actively studying
International Accounting Standards. It is understood that
the Accounting Society of China has translated
International Accounting Standards into Chinese. Contacts
in various ways like conferences, literature exchange,
joint compilation of accounting glossary etc are being made
between PRC and foreign accountants.
The writer firmly believes that as long as the concept
of being a socialist state is not violated, China will
further harmonise its accounting principles and practices
with those adopted internationally.
1 Robert May, The Role of the Accountant in the
Business Community and His Emerging Profile, Joint




LIST OF LAWS AND REGULATIONS RELEVANT TO THE ACCOUNTING
REGULATIONS OF THE PEOPLE'S REPUBLIC OF CHINA
FOR JOINT VENTURES USING CHINESE
AND FOREIGN INVESTMENT
Promulgated on
8th Jul.,1979Law of the People's Republic of China on
Joint Ventures Using Chinese and Foreign
Investments
Implementing Regulations for the Law of 20th Sep.,1983
the People's Republic of China on Joint
Ventures Using Chinese and Foreign In-
vestment
13th Mar.,1981Provisional Regulations for Providing
Loans to Joint Ventures Using Chinese
and Foreign Investment by the Bank of
China
13th Sep.,1958Consolidated Industrial and Commercial
Tax Regulations of the People's Repub-
lic of. China (Draft)
10th Sep.,1980Income Tax Law of the People's Republic
of China Concerning Joint Ventures
Using Chinese and Foreign Investment
14th Dec.,1980Details Rules and Regulations for the
Income Tax law of the People's Repub-
lic of China Concerning Joint Ventures
Using Chinese and Foreign Investment
1st Aug.,1983Rules for the Implementation of Foreign
Exchange Control Regulations Relating
to Overseas Chinese Enterprises, Fore-




THE INTERNATIONAL ACCOUNTING STANDARDS COMMITTEE (IASC)
AND THE INTERNATIONAL ACCOUNTING STANDARDS
Preface to International Accounting Standards (Extract)
1. The International Accounting Standards Committee
(IASC)came into existence on 29th June, 1973 as a result of
an agreement by accountancy bodies in Australia, Canada,
France, Germany,. Japan, Mexico, the Nederlands, the United
Kingdom and Ireland, and the United States of America. A
revised Agreement and Constitution were signed in November
1982. The business of IASC is conducted by a Board
comprising representatives of up to thirteen countries and
up to four organisations having an interest in financial
report.
2. The objective of IASC as set out in its Constitution
are:-
(a) to formulate and publish in the public interest
accounting standards to be observed in the presentation of
financial statements and to promote their world wide
acceptance and observance, and
(b) to work generally for the improvement and
harmonisation of regulations accounting standards and
procedures relating to the presentation of financial
statements.
International Accounting Standards Published to March 1986
IAS 1 Disclosure of accounting policies
IAS 2 Valuation and presentation of inventories in the
context of the historical cost system
IAS 3 Consolidated financial statements
IAS 4 Depreciation accounting
IAS 5 Information to be disclosed in financial statements
IAS 6 (superseded by IAS 15)
IAS 7 Statement of changes in financial position
Unusual and prior period items and changes inIAS 8
accounting policies
Accounting for research and development activitiesIAS 9
Contingencies and events occuring after the balanceIAS 10
sheet date
IAS 11 Accounting for construction contracts
Accounting for taxes on incomeIAS 12
Presentation of current assets and currentIAS 13
liabilities
Reporting financial information by segmentIAS 14
Information reflecting the effects of changingIAS 15
prices
Accounting for property, plant and equipmentIAS 16
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IAS 17 Accounting for leases
IAS 18 Revenue recognition
IAS 19 Accounting for retirement benefits in the
financial statements of employers
IAS 20 Accounting for government grants and disclosure
ofgovernment assistance
Accounting for the effects of changes in foreignIAS 21
exchanges rates
Accounting for business combinationsIAS 22
Capitalisation of borrowing costsIAS 23
Related party disclosuresIAS 24
T AC 9 i Accounting for investments
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APPENDIX 3
CONTENTS IN THE ACCOUNTING REGULATIONS OF THE PEOPLE'S
REPUBLIC OF CHINA FOR THE JOINT VENTURES USING
CHINESE AND FOREIGN INVESTMENT
ArticlesContentChaatei
1- 4I. General provisions
Accounting office and accounting staff 5- 8II.
9-19General principles for accountingIII.
20-21Accounting for paid-in capitalIV.
22-26Accounting for cash and currentV.
accounts
27-34Accounting for inventoriesVI.
35-36Accounting for long-term investmentVII.
and long-term liabilities
37-42Accounting for fixed assetsVIII.
43-45Accounting for intangibles assetsIX.
and other assets
46-51Accounting for cost and expensesX.
52-59XI. Accounting for sales and profit
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